

Dear Stockholder: 


A 

MESSAGE 

FROM 

THE 

PRESIDENT 



... a pear shaped diamond of rare. . . 
flawless eminence .... six carats 
and sixty-nine points.... two 
baguettes .... sixty-four points .... 


It is a pleasure for me to report on the completion of a 
successful eight months for Kay Jewelry Stores. 

We have changed our fiscal year end to the last day of 
February rather than June 30, primarily for the economies 
and facility it affords. Also, quarterly financial reports to 
our stockholders and public will be more meaningful with 
the revised quarterly alignment. The report which follows 
is for a new fiscal period, covering the eight months ended 
February 29, 1964. 

Because of the changeover in accounting period, we 
have not been able to provide direct comparative figures 
in this report. However, you will be pleased to learn that 
earnings for the eight months ended February 29, 1964, were 
substantially higher than the net profit recorded in the 
twelve-month period ended last June 30. These results 
were achieved while we were absorbing non-recurring costs 
involved in closing our discount leased departments. 

Gross income for the eight months ended February 
29, 1964 totaled $21,861,578. For the entire 12-month 
fiscal year ended June 30, 1963, total sales and other income 
amounted to $27,979,605. 

Net earnings before federal income taxes and special 
item for the eight-month fiscal period ended February 29, 
1964 totaled $1,352,693. In fiscal 1963, net income before 
tax provisions and special items amounted to $74,687. Net 
income before special items for the current period, after a 
provision of $234,300 for current federal income taxes, 
amounted to $1,118,393, equal to $1.85 per share on 605,479 
shares of common stock outstanding. In the full 12-month 
period the year before net income on the same basis after a 
$214,900 federal income tax credit, amounted to $289,587, 
equal to 49 cents a common share on 593,681 shares 
outstanding. 

After making provision for loss on the closing of dis¬ 
count jewelry departments and a federal income tax liability 
relating to prior years’ income, net earnings in the eight 
months ended February 1964, amounted to $408,707, equal 
to about 68 cents a share on the 605,479 shares of stock 
outstanding at the end of the period. In the twelve months 
ended June 30, 1963, net income after special items totaled 
$260,983, equal to 44 cents a common share on the year¬ 
ending capitalization. 

In this abbreviated eight-month fiscal period, your 
company wrote off $464,303 related to its leased discount 
department operations. In this period and others, we dis¬ 
posed of 50 leased departments in discount stores. Kay now 
has four leased units in nationally known department 
stores which are not operated as discount departments. Our 
experience with discount leased departments was unfortu¬ 
nate. The basis of our entry into discount store selling 
through leased units was that the traffic generated by many 
neighboring lower-cost departments would be beneficial to 
jewelry and appliance merchandising. However, in too many 
instances the discount store operators used jewelry and 
appliance items as loss leaders to attract attention to their 
other departments. We also found that the number of 
departments and the excessive activity within the discount 
stores themselves frequently distracted those shoppers who 





were interested in jewelry and similar, finer-quality items. 
However, the operating losses in the leased departments 
are now behind us. 

During fiscal 1964, we purchased for cash a chain of 
five jewelry stores in western Pennsylvania. Two of the units 
are located in McKeesport and one each in Pittsburgh, 
Johnstown, and Indiana, Pennsylvania. In addition, we 
opened one new store in Charlotte, North Carolina, and 
closed two older ones in Ft. Worth, Texas. This brought to 
100 the number of units owned and operated by Kay 
Jewelry Stores, Inc., excluding the 23 affiliated Kay Stores 
in California. In the current year which will end February 28, 
1965, we plan to open a number of new stores. Plans are 
now on the drawing board to open units in Tennessee, 
Florida, Ohio and Oklahoma. 

In an effort to attract an even broader market for our 
100 outlets, we have increased our advertising and merchan¬ 
dising appropriations. We have also broadened by new 
presentation and direction the scope of our advertisements 
in order to appeal to a wider customer segment. It is our 
hope that an entire new stratum of purchasers will be 
attracted to our stores by the new direction and styling 
taken in our advertising program. 

I am pleased to be able to report that all other activities 
of Kay Jewelry Stores, Inc. are progressing satisfactorily. The 
Fairfax Distributing Company, our wholly-owned subsidiary 
which supplies us with our nationally-branded merchandise, 
contributed substantial income to the parent company in the 
latest fiscal year. Fairfax acts not only as a supplier to the 
Kay chain of jewelry stores, but also services a number 
of nationally known variety store chains. Fairfax is an 
appointed distributor for many well-known national manu¬ 
facturers of consumer merchandise. 

Another encouraging aspect to this past year’s opera¬ 
tions is the performance of the S-l Division of the Kay 
Company, which manufactures and distributes a home clean¬ 
ing system. Founded only 26 months ago, this Division has 
in a relatively short period of time established a manufac¬ 
turing, merchandising and national franchising program. In 
the latest eight months’ fiscal year, the Special Division had 
a deficit of $57,000, down substantially from the $150,000 
deficit of the year before. However, in the last three months 
of the current fiscal year, this Division was profitable, and we 
feel that the investment made in this special operation 
should now begin to return profits to your Company. 

With the cost of the leased department store write-offs 
behind us, with Kay Jewelry Stores, Inc. showing greater 
gains each year in its store operations, and with profits antic¬ 
ipated from the Special Division, your management looks 
forward to fiscal 1965 as a year of further improvement. We 
thank our many stockholders, our employees and our cus¬ 
tomers, for their support and confidence demonstrated in 
the past year. 


Respectfully submitted, 



5/20/64 


C. D. Kaufmann, President 










PROFILE 
1916 . 1964 


Your Company is proud of its 48 years of continued 
growth and high caliber performance since the 
opening of the first Kay Jewelry Store in Reading, 
Pennsylvania in 1916. Kay’s excellent record of 
customer relations, nationwide buying power, and 
high traffic locations has resulted in the building 
of a national image of quality and reliability. In 
addition to our progressive program of expansion, 
your Company continues to modernize and re¬ 
decorate the established, older stores. As the char¬ 
acter of downtown business centers changes, our 
stores are often moved to new and more favorable, 
suburban locations. Our high caliber merchan¬ 
dising and personnel management have resulted 
in a deep feeling of unity and Company pride 
throughout the Kay organization. 




























KAY JEWELRY STORES, 

Consolidated Balance Sheet 
February 29, 1964 

ASSETS 


CURRENT ASSETS: 

. 

Marketable . 

Accounts and notes receivable (Note C): 

Trade instalment balances (a portion of 

which is due after one year). . $1 3,896,824 

Other trade accounts and notes. 1 ,635,897 

$1 5,532,721 

Less allowances for doubtful balances and 
unearned service fees. I _ 9 81 ,OOQ 

Merchandise inventories, at the lower of cost or market, 
as determined principally by the retail inventory method........ 

expenses. 

TOTAL CURRENT ASSETS. . 

OTHER ASSETS: 

Investments in, and advances to, associated 

companies (Note A).. . I $350,322 

Cash surrender value of insurance on lives of officers .. 2 6 9,9 9 1 

Unamortized discount on 5 y 2 % note. 80,94 3 

Miscellaneous. . 1 94,293 

PROPERTY AND EQUIPMENT-at cost: 

Land. $ 5 0,000 

Building and building improvements. ^^B337,602 

Leasehold and leasehold improvements. E 1 ,3 55,7 92 

Furniture and fixtures. I 1 ,8 52,53 6 

Automobiles. . m 6,7 70 

$3,602,700 

Less accumulated depreciation. 1,5 7 0,0 7 5 



See notes to financial statements. 




































INC. AND SUBSIDIARY COMPANIES 


LIABILITIES AND STOCKHOLDERS’ INVESTMENT 


CURRENT LIABILITIES: 

Notes and loans payable: 

Commercial finance company (Note C). 

Current portion of long-term debt. 

Others. 

Trade accounts payable. 

Accrued salaries and interest. 

Federal and state income taxes (Note B). 

Federal excise and other taxes. 

TOTAL CURRENT LIABILITIES 

DEFERRED FEDERAL INCOME TAXES 
ON GROSS MARGIN 

(Note B). 

LONG-TERM DEBT: 

5 y 2 % note payable due in equal annual instalments of 
$350,000, less current portion (Note C). 

Mortgage payable on land, building and building 
improvements, interest at 4 '/ 2 %—payable in quarterly 
instalments of$4,063on accountof principal and interest 
until maturity in 1976, less current portion (Note G)... 

MINORITY INTERESTS IN SUBSIDIARY COMPANIES: 

Preferred stock. 

Common stock and surplus. 

STOCKHOLDERS’ INVESTMENT: 

Capital stock, par value $1 per share (Note D): 
Authorized, 1,000,000 shares 

Issued, 703,882 shares less98,403 shares held in treasury 

Additional paid-in capital. 

Retained earnings (Note C). 

See notes to financial statements. 


$ 6,422,644 
357,226 
22,973 
2,091,046 
343,607 
543,481 
996,974 
$10,777,951 

1,1 37,386 


$ 3,600,000 


1 95,980 


3,795,980 


$ 25,984 

984,51 8 


1 ,010,502 


$ 605,479 

1 0,1 27,723 
1 ,242,1 41 



$28,697,1 62 



























KAY JEWELRY STORES 



Consolidated Earnings 

Eight Month Period 

July 1, 1963 to February 29, 1964 


INCOME: 

Net sales (including $1,390,332 to 

associated companies). 

Service fees, dividends, interest, and 
other income. 


COSTS AND EXPENSES: 

Cost of sales (including buying and 

occupancy expenses). 

Administrative, publicity and selling 

expenses. 

Interest expense. 

Earnings applicable to minority 

interests in subsidiary companies 


Other 


EARNINGS BEFORE TAXES ON INCOME 
Federal Income Taxes (Note B).. 

NET EARNINGS BEFORE SPECIAL ITEM 

SPECIAL ITEM: 

Loss on closing of discount jewelry 

departments (Note F). 

NET EARNINGS. 


$1 9,893,253 

1 ,968,325 

$21,861 ,578 


$1 2,630,970 

7,428,225 
407,1 28 

1 9,208 
23,354 
$20,508,885 
$1 ,352,693 
234,300 
$1 ,1 1 8,393 


$464,303 

$654,090 


PRIOR YEARS’ FEDERAL INCOME TAXES: 

Additional prior years' federal income 
taxes including interest thereon, 
resulting from examinations by 
Internal Revenue Service (Note B) 


$245,383 

$408,707 


NET EARNINGS AND ADDITIONAL 
FEDERAL INCOME TAXES.. 


See notes to financial statements. 

































INC. AND SUBSIDIARY COMPANIES 


Consolidated Additional Paid-in Capital and Retained Earnings 

Eight Month Period 

July 1, 1963 to February 29, 1964 


ADDITIONAL PAID-IN CAPITAL: 

Balance, July 1,1963. $10,086,530 

Excess of market value over par value of 10,596 shares of 

common stock issued for acquisition of minority interest in 


net assets of subsidiaries liquidated. T9,438 

Excess of book value of net assets of subsidiaries acquired 

over cost of 1 ? 202 shares of treasury stock issued therefor. 6,477 


$10,172,445 

Reduction of cost of treasury stock acquired 

in prior years to par value. . 44,7 22 


Balance, February 29, 1964. $1 0,1 27,723 


RETAINED EARNINGS: 


Balance, July 1, 1963. $ 833,434 

Net earnings and additional federal income taxes. . 408,7 07 

Balance, February 29, 1964. $ 1,242,141 


See notes to financial statements. 























KAY J 


W E L R Y 


STORES 


Notes to 

Financial Statements 


The accompanying consolidated financial statements include the financial statements 
of Kay Jewelry Stores, Inc. and its majority-owned subsidiary companies. 


A. Investments in, and advances to, associated companies: 


The items included under this caption consist of loans ($88,660) and investments 
($261,662) in the capital stock of 10 associated store corporations. The equity in the net assets 
of these store corporations amounted to approximately $327,000 at February 29, 1964. 


B. Federal income taxes: 


Gross margin on instalment sales is taken into income at the time the sales are made, 
that is, on the accrual basis. Provision for federal income taxes is made on such gross margin, 
including that portion deferred for federal income tax purposes. Use of the applicable new rates 
provided in the Revenue Act of 1964 resulted in $80,000 less deferred federal income taxes on 
gross margin at February 29, 1964. 

Federal income taxes are computed on an individual basis for each company included 
in the consolidated financial statements. When a company incurs a loss, a tax credit is recorded 
as a claim for refund of taxes paid in prior years or as an adjustment of deferred income taxes 
accrued in prior years. To the extent that such credits are not available, no tax effect of the loss 
is recorded in the current year. At February 29, 1964 companies included in the consolidation 
had accumulated losses aggregating $875,000 after application of unrealized gross profit and 
carry-back which are available to reduce future years’ taxable income. 

Additional federal income taxes for the fiscal years ended June 30, 1960 and June 30, 1961 
resulting from examinations by the Internal Revenue Service have been agreed to by the Company. 
Provision has been made in the financial statements for these taxes and interest thereon in the 
amount of $245,383 and is reflected as prior years’ federal income taxes. 


C. Notes payable: 


The notes payable to the commercial finance company and the 5 yf/ c notes payable are 
secured by an assignment of all accounts and notes receivable. The loan agreements contain 
certain restrictions relative to, among other things, the payment of cash dividends, purchase of 













INC. AND SUBSIDIARY COMPANIES 


the Company’s capital stock, maintenance of consolidated current assets and maintenance of a 
ratio of trade instalment accounts receivable to outstanding notes payable. The amount of retained 
earnings of the Company not restricted at February 29, 1964 was approximately $7,000. 


D. Stock options and warrants: 


The Company has granted five-year options to purchase 25,000 shares of the Company’s 
common stock to the president of the Company. The option price is $9.90 a share, 110% of the 
market price at the date of grant, July 13, 1962. Options to purchase 12,500 shares became 
exercisable on July 13, 1963, and the remainder become exercisable one year thereafter. 

On October 15, 1959, the Company adopted a restricted stock option plan for the 
benefit of employees. Under the employees restricted stock option plan, adopted in 1959, 35,000 
shares have been reserved for issuance at a price which will be not less than 95% of the market 
value at the date of grant. At February 29, 1964 no stock options had been granted. 


E. Long-term leases: 


At February 29, 1964, companies included in the accompanying consolidated financial 
statements were lessees under 65 leases having terms of more than three years from that date with 
minimum annual rentals of $844,000 plus, in some cases, real estate taxes and, in certain instances, 
increased amounts based on percentages of sales. No individual lease is deemed significant in 
relation to the enterprise as a whole, the highest minimum annual rental being $71,000. 51 of 
such leases expire prior to February 28, 1974. 


F. Loss on closing of discount jewelry departments: 


During the eight month period, July 1, 1963 to February 29, 1964, the Company closed 
all of its discount jewelry departments. In addition to loss on operations incurred prior to closing, 
costs of closing the departments and transferring inventory and fixtures have been reflected 
as a special item. 


G. Contingencies: 


In addition to the deficiencies agreed upon as a result of the examinations by the Internal 
Revenue Service for the fiscal years ended June 30, 1960 and June 30, 1961, referred to in Note B 
and provided for in the financial statements, the Internal Revenue Service may propose additional 
deficiencies which would substantially exceed amounts provided therefor. In the opinion of the 
Company and legal counsel, the amount ultimately found to be owing will not materially affect 
the financial status of the Company. 

1328 Realty Co., Inc., a wholly-owned subsidiary of Kay Jewelry Stores, Inc., is 
primarily liable for the mortgage in the amount of $406,410 on land, buildings, and building 
improvements leased to the parent company under a 15 year lease. This property is owned as a 
joint venture by 1328 Realty Co., Inc. and Kay Jewelry Stores Pension Trust. 













TOUCHE, ROSS. 


BAILEY & SMART 


615 TOWER 
WAS HINGTON, 


building 
D. C. 2 0 0 0 5 


May 18, 1964 


Stockholders and Board of Directors 

Kay Jewelry Stores, Inc. 
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ANNUAL 

MEETING 


The annual meeting of stockholders will 
be held on the fourth Wednesday in September, 
1964. Notice of time and place will be mailed 
to stockholders at a later date. 








STORES, INC 


Kay Jewelry Stores and 
affiliated stores are located 
in these principal cities 
from coast-to-coast. 




1328 New York Avenue, N.W. 
Washington 5, D.C. 


DIRECTORS 


ABILENE, TEXAS 

MADISON. TENN. 

ALEXANDRIA, VA. 

MARIETTA. GA. 

ALLENTOWN. PA. 

MARLOW HEIGHTS, D.C. 

ARLINGTON. VA. 

McKeesport, pa. 

ATLANTA, GA. 

MIDWEST CITY, OKLA. 

BIRMINGHAM, ALA. 

NASHVILLE, TENN. 

BOSTON. MASS. 

NEW BEDFORD, MASS. 

BROCKTON. MASS. 

NEW BRITAIN, CONN 

BRONX, N.Y. 

NEW YORK. N.Y. 

BROOKLYN, N.Y. 

NORWICH. CONN. 

BUFFALO. N.Y. 

OAKLAND, CALIF. 

BURBANK. CALIF. 

ODESSA. TEXAS 

CHARLESTON. W. VA. 

OKLAHOMA CITY, OKLA. 

CHARLOTTE. N.C. 

PEORIA. ILL. 

CHATTANOOGA, TENN. 

PITTSBURGH, PA. 

COLUMBUS. OHIO 

PLEASURE RIDGE PARK.KY 

CORPUS CHRISTI, TEXAS 

PONCA CITY, OKLA. 

DALY CITY, CALIF. 

PORTSMOUTH, OHIO 

DECATUR, GA. 

PROVIDENCE. R.l. 

DUNCAN. OKLA. 

QUINCY, MASS. 

EVANSVILLE, IND. 

READING. PA. 

FORT WAYNE. IND. 

REDONDO BEACH, CALIF. 

GARY. IND. 

SACRAMENTO. CALIF. 

GREENSBORO, N.C. 

SALEM. MASS. 

HAGERSTOWN, MD. 

SAN DIEGO. CALIF. 

HAMMOND. IND. 

SAN FRANCISCO. CALIF. 

HARTFORD. CONN. 

SAN JOSE, CALIF. 

HAYWARD, CALIF. 

SAN LEANDRO, CALIF. 

HUNTINGTON. W. VA. 

SAN MATEO. CALIF. 

HYATTSVILLE. MD. 

SHERMAN,TEXAS 

INDIANA. PA. 

SHAWNEE. OKLA. 

INDIANAPOLIS, IND. 

SPRINGFIELD. ILL. 

JACKSONVILLE, FLA. 

SPRINGFIELD, MASS. 

JAMAICA. L.I.. N.Y. 

SUNNYVALE, CALIF. 

JERSEY CITY. N.J. 

JOHNSTOWN. PA. 

KNOXVILLE, TENN. 

LAKEWOOD. CALIF. 

UTICA, N.Y. 

VALLEY STREAM. L.I.. N.Y. 

VAN NUYS. CALIF. 

LANCASTER. PA. 

WALTHAM. MASS. 

LAWRENCE, MASS. 

WASHINGTON. D.C. 

LONG BEACH. CALIF. 

WATERBURY, CONN. 

LOS ANGELES, CALIF. 

WEST COVINA, CALIF. 

LOUISVILLE. KY. 

WINSTON-SALEM. N.C. 

LUBBOCK,TEXAS 

WORCESTER, MASS. 

LYNN. MASS. 

YORK, PA. 


MARK A. FREEDMAN 

BENJAMIN B. GOLDING 

SIMON HIRSHMAN 

HOMER A. JONAS 

CECIL D. KAUFMANN 

DONALD J. KAUFMANN 

JOEL S. KAUFMANN 

BARTLETT PINKHAM 
(Associate: Allen & Co., New York, N.Y.) 

HARRY J. RUDICK 
(Partner: Lord, Day & Lord 
Attorney-At-Law, New York, N.Y.) 

HAROLD D. TRATTNER 


OFFICERS 


CECIL D. KAUFMANN, President 
BENJAMIN B. GOLDING, Vice President 
JOEL S. KAUFMANN, Treasurer 
SIMON HIRSHMAN, Secretary 
Auditors: 

TOUCHE, ROSS, BAILEY & SMART, Washington, D.C. 






























